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TAX FORUM
DORIS L. BOSWORTH, CPA, Editor 
Peat, Marwick, Mitchell & Co. 
New York, New York
TAX PLANNING UNDER RECENT 
REVENUE RULINGS
Charitable Contributions of Closely Held 
Corporations
Your attention is directed to Rev. Rul. 68- 
314, IRB 1968-25, 10 and its rather startling 
tax implications in the case of charitable con­
tributions by corporations under certain cir­
cumstances. The ruling is concerned with two 
fact situations, but it is with the first that 
practitioners should be primarily concerned.
A foundation was formed by an individual 
taxpayer which received its entire support from 
the founder and a corporation of which he was 
the sole stockholder. The Service ruled that 
to the extent of contributions made by the 
corporation to the foundation, they were tax­
able to the sole shareholder as a dividend and 
also deductible by him as a contribution, 
subject to appropriate percentage limitations.
This ruling was predicated on prior Court 
decisions to the effect that corporate distribu­
tions of money or property to a third party 
for the benefit of the controlling stockholder 
are deemed to be dividends to the extent they 
serve the sole personal interests of the stock­
holder.
In the instant case the Treasury Department 
indicated that the relationship of the corporate 
shareholder to the foundation was such that 
the transfer by the corporation was considered 
to have been made solely as a reflection of the 
shareholder’s intentions.
While the ruling did not elaborate on the 
nature of the relationship, undoubtedly this 
ruling will effectively curtail any future pos­
sibilities of utilizing closely held corporations 
to finance charitable purposes beyond the tax­
payer-shareholder’s individual means.
Based on the rationale of this ruling, it would 
seem that even if the corporation made a 
contribution directly to an institution support­
ed by the general public rather than the 
taxpayer’s foundation, the possibility of divi­
dend implications would arise.
In the second situation covered by the rul­
ing, the corporation did contribute paintings 
to a public museum. In permitting the corpora­
tion to make the contribution, the Service 
indicated that the sole shareholder had no 
control over the museum, but also pointed out 
that the donation was expected to stimulate 
future sales of the corporation and the gift 
could not, therefore, be serving only the per­
sonal interests of the sole shareholder.
Absent this second business reason for 
making the contribution, if it could be dem­
onstrated that the corporate contribution was 
in furtherance of an intention on the part of 
the shareholder to meet a particular need of 
the charity through personal and corporate 
contributions it would seem that the dividend 
problem might very well arise.
Certainly in the future where a closely held 
corporation makes large contributions it would 
be advisable to make them to public charities 
other than those to which the controlling 
shareholder contributes.
Group Life Insurance
Whenever group life insurance comprises a 
substantial portion of an estate, the very nature 
of the type of coverage presents estate plan­
ning problems. Even though all rights to the 
policy are assigned to another, termination of 
employment usually results in its cancellation, 
and the employee by his overt-act of resigna­
tion has negated all other rights vested in 
the transferee.
Rev. Rul. 68-334, IRB 1968-26, 19 has 
offered a possible solution to this problem. 
The Service has indicated that group life 
policies transferred to another will not be 
included in the employee’s estate where the 
group policy and state law permit the 
employee to make an absolute assignment of 
all his incidents of ownership in the policy.
Such incidents of ownership must include 
conversion privileges, whereby the assignee 
acting alone can convert the policy to perma­
nent coverage upon termination of employment 
of the insured. Under these circumstances it 
is no longer possible for the employee to defeat 
the interest of the assignee through his res­
ignation.
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Certain drawbacks exist despite this ruling, 
which must be resolved prior to transfer. The 
group policy itself must incorporate transfer 
privileges within its terms, including the right 
to transfer the conversion privilege to another. 
This difficulty may be planned for when the 
group life plan is adopted, but the question 
of state law on such transfers must also be 
investigated. Presently very few states incorpo­
rate specific provisions as to transfer in their 
statutes but in all probability subsequent re­
medial legislation will be enacted.
Another phase of the problem that has not 
been clarified is the question of inclusion in 
the estate, despite transfer, in the light of 
Rev. Rul. 67-463 discussed in the Tax Forum 
in April. Inasmuch as the group life insurance 
exists by virtue of the continued employment 
of the insured, it may be that the Treasury De­
partment would attempt to impute payment 
of the subsequent premiums to the employee 
by virtue of this. To adopt such an attitude, 
however, would render the current ruling 
meaningless.
ADDENDUM
For those of you who attended the “Estate 
Planning” tax session at the Joint Annual 
Meeting of the American Woman’s Society 
of Certified Public Accountants and the 
American Society of Women Accountants in 
Washington, D. C., in October, or who have 
an interest in this field, we call your attention 
to two recent publications that may prove help­
ful. The first is Publication No. 448 (12-67) 
of the U. S. Treasury Department, Internal 
Revenue Service—“A Guide to Federal Estate 
and Gift Taxation” which may be obtained 
from the Superintendent of Documents, U.S. 
Government Printing Office, Washington, D.C. 
20402 (250). It is a ready reference to the 
more important provisions of the Federal estate 
and gift tax laws and regulations. While only 
32 pages in length, it provides a capsule sum­
mary of pertinent provisions with which the 
practitioner must be completely familiar before 
embarking on an estate planning program.
The second publication recommended is the 
1968 edition of a monograph by Joseph Hatch­
man on Estate Planning, published by Prac­
ticing Law Institute. This book is concerned 
not only with the tax savings involved in 
proper planning; but also the many other 
factors responsible for the ultimate decision 
as to the preferable disposition of assets.
“THE FEDERAL INCOME TAX - ITS 
SOURCES AND APPLICATIONS,’-Clarence 
F. McCarthy, CPA, Billy M. Mann, CPA, Byrle 
M. Abbin, CPA, William H. Gregory, CPA, 
and John P. Lindgren, CPA. Prentice Hall, 
Englewood Cliffs, New Jersey, 1968, 518 pages 
plus index of cases and subject index, $10.95.
This joint effort of partners and managers 
of Arthur Andersen & Co. fulfills the aspira­
tions set forth in the preface—that of enabling 
the student to find the answers to tax problems 
encountered in business and professional life. 
While the authors have recommended that the 
book be used in a one-semester course of either 
two or three hours, I believe that the book goes 
beyond the classroom and should be “required 
reading” for everyone embarking on a career 
in taxes.
Viewed as a text, the completely new ap­
proach in teaching should prove a boon to the 
student. The narrative form, combined with a 
liberal supply of specific examples and cases, 
makes for interesting reading. The student is 
introduced to a particular subject either 
through a delineation of the legislative history 
or a discussion of the overall concept respon­
sible for that particular law; and the subject 
is therefore bound to take on greater signifi­
cance than through learning by rote. The Ques­
tions and Problems at the end of each chapter 
are interesting and reduce the subject to its 
practical application in the business world.
From the point of view of the neophyte 
in the field of taxation, especially one whose 
only exposure has been study on a learn-the- 
rules basis, this book will be extremely helpful. 
Those chapters dealing with a survey of the 
tax system will, in all probability, be his first 
introduction to tax practice and procedure as 
well as the primary Tax Reporter Services. 
In addition to giving new meaning to his 
scholastic preparation, the text will develop his 
ability to recognize and analyze tax problems— 
a most necessary qualification for any contem­
plated career in taxes.
The use of this publication as a basic refer­
ence should accelerate the process of acquiring 
the requisite tax background of a successful tax 
practitioner.
Doris L. Bosworth, CPA
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